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KEY ECONOMIC INDICATORS : SOUTH AFRICA 


All values in million US $ Exchange rate 
unless otherwise stated US $1.00 = R 0.71 
ITEM A B Cc D E 
1969 1970 1971 % Change Avg. Rate 
over B of Growth 


1969-71 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 
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GDP at Constant 1963 Prices 006 
Per Capita GNP : Current Prices S 6. 87 
Gross Domestic Fixed Investment 4.126 8 07 


Indices : 1963/64 = 100 

Manufacturing Production 

(1963/64 = 100) 

Non-Agricultural Employment (all as 

of 9/30) 

Avg. Monthly Wages, Whit:es in 

Manufacturing (all as of 12/31) 

Avg. Monthly Wages, Africans in 

Manufacturing (all as of 12/31) 

Disposable Personal Income 

Avg. Registered Unemployment Rate 
(Whites, Coloreds, Asiatics) 

MONEY AND PRICES 

Total Money and Near Mone 

Total Government Debt 

External Debt 

Interest Rates (Prime Overdraft) 
1971 as of 12/31 

Indices : Retail Sales 

(1960 - 61 = 100) 

Wholesale Price (1963=100 

BALANCE OF PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 

Balance of Payments : Total Change i 

Gold and Foreign Exchange Reserves 
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Balance of Trade (Deficit) (See: eS ee 60 
ports, FOB See Fe a eS 0.9 

US Share 154 (7,2%)081 (8.47166 (7.6% 8.3% | 

Imports, FOB | 2,989 13.566 14,039 13.3% | 

US Share | 518(37.3%)693(16.6%3658(16. 3% 11.0% | 


Main imports from US (1970 - latest available) : machinery and electrical equipment - 196,8; 
transport equipment - 116.5; chemicals - 64.4; textiles - 40.0; base metals - 36.4; pre- 
cision instruments - 28.4; and, paper and paper making materials - 25.5, 

Sources : SA Reserve Bank, SA Department of Statistics, SA Department of Customs and Excise 


“by May 26, 1972, these had risen back to $906 million, based on new rate of $1.00 = RO.74 
introduced in mid-December 1971. 
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SUMMARY 


The South African economy has been passing through a somewhat 
sluggish period with consumption curbs biting and the growth rate 
slipping. Private consumption especially of durable goods fell 
in 1971 although government consumption increased markedly. Prices 
rose sharply in 1971 and this trend continues in 1972, reflecting 
international currency adjustments and Rand devaluation as well 
as domestic factors such as wage increases, A precipitous de- 
cline in foreign exchange reserves following a period of import 
liberalization was reversed by the beginning of 1972, however. 
Tight import restrictions imposed six months ago are still in 
effect. Imports have declined somewhat, but previously slow ex- 
port earnings have recovered strongly. The reserve position has 
been strengthened markedly since the turn of this year, helped by 
a substantial free market bonus from gold and continued heavy net 
inflow of capital as well as the somewhat improved although still 
large trade inbalance. 


Government indications of flexibility in use of non-white labor 
may help ease a long standing concern of commerce and industry. 
Meanwhile, there has been increased focus by employers on the 
need to improve the pay and other benefits of the non-white work 
force. 


Relaxation of import controls has been promised as the balance of 
payments situation improves but this is apparently still under 
study. Consumer goods are affected primarily, capital equipment 
and materials for production being licensed rather much according 
to demand, 


The private sector appears reasonably confident of gradual im- 
provement in business conditions in the coming months. An easing 
of installment credit terms in early June should reinforce these 
expectations. 





Although the rate of increase of the government budget was slowed 
for the current fiscal year, sustained spending for infrastruc- 
ture - roads, railways and equipment, electric power supply 
(including a first nuclear supply plant) - is scheduled. Similarly 
large public corporation projects such as the Saldanha Bay scheme 
to exploit rich iron ore deposits and components of a major 

iron and steel plant expansion program are moving ahead systema- 


tically. 








Part A - Current Economic Situation and Trends 


International Payments 


On the balance of payments side, the South African economy has 
had several sharp swings in a matter of a few months, A precipi- 
tous decline in reserves has been reversed, and indeed a rapid 
increase established. 


Trade Deficit Abated 


Firstly, import liberalization nearly three years ago had worked 
with a somewhat inflationary prosperity and sluggish exports to 
produce a record trade deficit of $1.85 billion in 1971. With 
reserves sliding from $1.23 billion in December 1969, to $953 million 
in December 1970; and $650 million at the end of 1971, the SAG im- 
posed tight import controls last November. By April 1972, imports 
had slumped 4% below the 1971 rate; while exports - helped to some 
extent by the arithmetic of a December devaluation but also by 
recovery of markets and a bumper agricultural year - had taken 

off at a nearly 30% rate of growth versus essentially no growth the 
previous year. 


Strong Capital Inflow 


Secondly, the capital account continued to show a strong net 
inflow. The net was strong in both 1970 and 1971, $780 million 


and $1.07 billion respectively. The first quarter of 1972 net 
was $203 million - and a decline over the $238 million net in 

the last quarter of 1971; however, the private sector share of 
the inflow increased by over $135 million in this first quarter, 
amounting to $198 million, Foreigners' purchase of shares on the 
stock exchange amounted to $81 million in this first quarter of 
1972 compared with $123 million for the entire year 1971. While 
the government sector inflow net in the first quarter of 1972 was 
only $8.1 million compared with $185 million in 1971, the budget 
calls for additional substantial borrowing abroad during the year, 


Gold Increases Contribution 


Thirdly, gold took a quantum leap in supporting SA's payments 
position, the sharply increased free market price overcoming by far 


an 8% drop in physical production, Gold has long been regarded a 
waning asset. In SA's long term planning, gradual exhaustion 

of economic pays has been, of course, anticipated. More 
immediately, the dimensions of the SA economy have grown such 
that gold at the levelled off production of about $1 billion 





annually - before the free market bonus - no longer provided a 
comfortable cushion against the essentially structual and 
growing payments deficit. 


Now, with the free market boost and according to Reserve Bank 
figures, the "seasonally adjusted annual rate" for net gold out- 
put value based on the first quarter of 1972 was $1.43 billion con- 
pared to $1.29 billion net gold output value for 1971, The 1971 
(figure) of course, reflected the somewhat lower free market 
premium prevailing in that year. 


Reserves Recover - Balance of Payments Outlook Positive 


Thus, the international payments position of South Africa 
strengthened dramatically in a relatively brief period and re- 
serves climbed from a low of $525 million on December 17, 1971 
to $906 million as of May 26, 1972. 


The outlook for the coming months is for a continued comfort- 
able reserve position, 


Since demands of industry for capital goods and raw and interme- 
diate materials are generally being licensed irrespective of im- 
port controls, the current sluggish state of the economy as 

noted subsequently suggests there would be no immediate surge 

of imports even when and if licensing controls are relaxed, Also 
for the rest of the year import pipelines have probably been 
greatly reduced by delay in license allocations, 


Export prospects are, however, strong with minerals generally 
easing, wool much brighter after last year's slump, and a 

bumper agricultural year, eg. 3% million tons of corn available 
for export. Platinum producers who had obviously overestimated 
demand earlier and had to cut back are eagerly hoping for a boost 
from automobile anti-pollution developments. Meanwhile, the 
12,28% devaluation of the Rand has no doubt some potential for 
expanded exports, as yet realized to only a limited degree. 


While stock market investment and the free market price are obviously 
subject to vagaries, the net inflows of capital promise to be sus- 
tained by results of expanded exter: external financing of a number of 
major major products. Terms up to 12 years are reported from most major 
suppliers and credit sources, In addition to supplier credit 
arrangements entertained for such major schemes as ISCOR (Iron 

and Steel) expansion, ESCOM (electricity supply), and Railways 

and Harbor equipment, funds from Europe especially appear readily 
available for both the private and public sector. Indeed, Ex- 

change Control is carefully differentiating between external 








financing proposals for plant and production facilities expansion 
and those for working capital - the former being welcomed and 

the latter being rejected as inimical to such anti-inflationary 
measures as the credit ceilings on domestic bank credit, 


Domestic Trends 


Growth Rate Down 


Domestically, the growth rate has declined to just below 4% in 
real terms (opp) in 1971 versus the 5%% Economic Development 


Program goal or the 5.8% average of the ten preceeding years. 
The volume of manufacturing production increased only 2,2%, 
although a previously sluggish investment rate for private 
manufacturing had recovered significantly in 1970 and 1971. 
Since fixed capital assets of this sector increased by 10% at 
constant prices over the two years, surplus capacity appears to 
have been created, 


Private Consumption Down 


It is generally agreed that the several times reinforced efforts 
of the government to curb private consumption increase had finally 
had a deep impact. The government announced some relief in the 
March budget for items particularly hard hit,such as automobiles, 
and has followed up with further installment buying terms relax- 
ation at the beginning of June. Sales tax (applied at production 
stage and a countervailing tax at import stage) ranging from 5% 
to 30% worked together with increasingly tight installment - or 
"hire purchase" - terms to slow down buying of durable goods. 
Consumption of durable goods in 1971 - measured in constant prices 
as better guide to physical volume - declined by 4% compared with 
increase of 6% in 1970 and 103% in 1969. "All goods" private 
consumption increased 4%%, however, compared with 7% in 1970 and 
services private expenditures increased 5%% (again measured in 
@nstant prices), 


At current prices,however, the overall private consumption in- 
crease was still 10%%, only marginally down from 1970's 11%% 
increase. Prices had been driven up by a variety of factors - 
the sales tax load, wage increases running - for example - about 
10% for whites and 8.5% for non-whites in manufacturing, and 

the effects of such factors as a measureable decline in productivity. 
The consumer price index rose 7% from December 1970 to December 
1971. (in the second quarter of 1971, under the impact of sales 
tax increases and increases in some government controlled prices, 
the: rate of increase was actually 12.3%.) In 1972, pressure on 
prices is considerable from Rand devaluation and revaluation of 
other currencies, Although broader price control was instituted, 








the consumer index has risen 3.8% on an annual basis from the be- 


ginning of 1972 through April, and this figure is expected to rise 
as the full impact of import price increases is felt. 


Government Consumption Up 


Government consumption expenditure (current prices), on the 
other hand, rose by about 20% in 1971, including significant wage 
increases, The 10 year (1960-70) average rate of government 
consumption increase had been 12%, On the fixed investment 

side, central government outlays (current prices) increased only 
18% versus 23% for the previous year, but the SA Railways jumped 
to a 50% increase in 1972 versus a 15% increase in 1971 and 
provincial authorities substantially increased their rate of in- 
vestment, particularly in schools and roads. 


Money Supply Restrained 


Government spending overall resulted in considerable draw down 

in cash and recourse to the banking sector during 1971 ($445 
million increase in net claim on government). This was despite 
@nsiderable non-inflationary deficit or non-bank financing domes- 
tically as well as $185 million net borrowing abroad by the govern- 
ment. 


The draw down of gold and foreign exchange reserves for the flood 
of imports, however, as well as continued tight control on do- 
mestic credit limited the increase in money supply to $409 million 
or 7.4% for 1971. In 1972, money supply expansion will be more 
difficult to control in the face of the marked foreign exchange 
reserves increase, 


Business Sluggish But No Upset 


The domestic economic situation resultant from all of these factors 
was one of business being harder and the mood uncer » Without 
major upset of the normal flow. Profits were down only marginally, 
and a few more collapses seemingly due to careless management or 
maneuvering in the face of less sure business conditions were noted. 
The automobile industry was hit deeply by anti-consumption measures 


on the passenger car side, sales falling off about 13% for the 


year 1971, although "commercial vehicles", at which hire purchase 
curbs, etc., were not directed, came on stronger. Improvement 
in passenget car sales has been cautiously expected by the end of 


1972, and may be hastened by a June 1972 cut in down payment to 
1/4 from 1/3 and extenion of payment to 30 months from 24, In- 


terest rates have softened and this is expected to give a boost 
as the economy readjusts what local observers regard as an un- 


easy year, 
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Labor Prospects Eased 


One area of long time major concern in both commerce and industry 

has been a chronic skilled labor shortage and restrictions on use 

of non-white labor. Industry in the major complexes, notably the 
Pretoria/Witwatersrand/ Johannesburg area, has been inhibited in 
expansion by government pressure to decentralize to "border industry" 
and "homelands" growth points. A "white paper" in mid-1971 enunciated 
a policy shift from forced decentralization to reliance mainly on 
incentives, A necessity of growth in the existing industrial com- 
plexes was recognized and indications given of far greater flexi- 


bility in training and adding non-white labor staff in these areas. 


Subsequently, considerable publicity was accorded to hiring and 
training by the railways and other government agencies of non- 
whites to fill positions formerly reserved for whites; and in the 
March 1972 budget speech, the Minister of Finance asserted that 


the responsibility lay with private enterprise to make better use 


of the manpower resources, stressing that the government was pre- 
pared to be flexible in approving proposals for non-white en- 


ployment and training. 
Focus on Non-White Labor Practices 


These labor policy indications coincided with a much greater focus 
on the social and economic conditions of non-white labor and the 
responsibility of the employers for improvement, A number of 
firms announced policies of equal pay for equal work and review 
of welfare and pensions programs aimed at bringing practices for 


African and other non-white groups in line with benefits for 
whites. 


B. Business and Development Planning 


Private Sector Improvement ected 


The private sector is looking ahead to a gradual improvement in 
business conditions. Confidence factors include the recovery 


of foreign exchange reserves, a March budget without new tax 
shocks, md the government's endorsement of a higher growth rate 
as a goal, Also, retail sales have shown signs of strengthened 
demand in the first half of 1972. 


For commerce, the period of tighter import controls has probably 


meant a working off of inventories. Import comtpol liberaliza- 
tion has been promised as the balance of payments position im- 


proves. Nevertheless, the restriction through June of import 
license allocations to 30% of adual 1969 imports for general 


merchandise and 35% for textiles creates uncertainty in import 
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planning. The extent to which local manufacturing may have gained 
by reduced competition from imported goods in the six months of 
tightened import control is not clear at this time, but this is 
not believed to have been particularly significant. It appears 


doubtful that local industry would adjust its planning on the 
basis of import control effects, especially given the marked 


improvement in reserves and the urgings from commerce for early 
liberalization, Industry is, however, stepping up its call for 
more protection and this is receiving considerable focus of govern- 
ment agencies involved. 


Local industry demand for imported raw materials and intermediate 
goods - where import control is less a direct inhibition - may 

be expected to increase as the pace of doemstic business again 
picks up. This may well be accelerated by the relaxation of 
installment buying curbs announced in early June, 


Strong Demand from Government and Public Enterprise 


Major continued support and strong demand for both domestic and 
imported goods and services may be expected from the government 
sector and from the large public exterprises. Capital expen- 
diture of the public sector for purchases of machinery and 
equipment are estimated at over $914 million for 1972 and $1.04 
billion for 1973. New construction ranging from roads and rail- 
ways to university buildings is put at $2.01 billion for 1972 
and $2.3 billion for 1973. While the SAC budget rate of in- 
crease was held to 5.9% in the annual spending plans announced 
in March 1972 compared with 17.4% the previous year, sustained 
dewelopment and improvement of infrastructure is to be anticipated. 


According to government estimates, South Africa will spend an 
estimated $595 million on roads in the 1972-75 period. 


The South African Railways plans to spend an estimated $1.35 
billion over the next five years. Plans include $145 million 
for diesel locomotives, $105 million on electric locomotives, 
$180 million on passenger cars and $230 on freight stock. Ex- 
penditure on rolling stock in the current year is estimated at 
$73 million. 


According to the Minister of Health, South Africa will spend 
$370 million for hospital and related health facilities between 
1971 and 1976, 


Over the next five years, the government will spend about $6.75 


million on airport communication and navigation equipment at 











Durban, Port Elizabeth and Bloemfontein. 


Water and hydroelectric power development is a continuting require- 
ment. The major Orange River project on which $292 million has 
already been spent, calls for outlay of $62 million in 1972, with 
another $166 million estimated in the next few years. 


Looking to major increments in mineral exports, ISCOR (Iron and 
Steel Corporation) requests for tenders for the Saldanha Bay 
project, estimated at more than $540 million, have been issued 
in May and June 1972. To exploit large high iron ore deposits 
at Sishen, the project includes ore preparation plants, a rail- 


way line, and port and loading facilities. 


Meanwhile, ISCOR continues systematic tendering for its $1.5 
billion expansion scheme. An entire range of steel works equip- 


ment is involved. 


ESCOM (Electricity Supply Commission) continued systematic ex- 
pansion of electric power capacity - aimed at 18,000 megawatts 
by 1980. Notable is planning to tender during 1972 for a 500 
MW nuclear power plant to be located at Koeberg - north of 
Cape Town - with a target completion date of 1979, 
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